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nP,,LEION
Tnis appeal is made pursu,,-7-t to section 25077 of the

Revenue ai& Taxation Code from the action of t’;le Franchise  Tax
Board ilrl denying t’ne claims of The Seng Company of California
fol  yefmds of franchise taxes in the amou.i2ts  of $7.?_9089,

$5,535.90, $5,578.26, and $5,596.14 for t’ne income_ years ended
JGqe 30~ 195-19,  Juae 30y 1960,  June 30, 1961, and Jale.30, 1962,

respectively,
Seng --01 11-L-I’ i rois (‘hereinafter referred t.o as lcSengr:)

is an IEiriois  corporation engageL4 in t’ne manufacture &Qd sale
of furxiture com;gonents  with headquarters in Chicago, A9pella.XtI
a lfi_olly ov,%ed &~asi&i.ary of Seng, is a California cor2eration
trith o;r’fices  in Los ;&~~gel.es, Ca l i f o rn ia . Seng also oT,Tns
$Testerr >!as’rer z;d Stgti2ing Com-oaQ7 (hereinafter referred. t o

2s fl!;!~Ste~~l:l) a Secod_ Califor&a coq~o~at?_on which operates
a mti;ufa&-&-ri_ng ?&at ad maintains offices in Los Angeles,
Cali.for:lia o

.
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An~ea.1 of The SenFr: Com~anv o f  C a l i f o r n i a

Respondent determined that a-p eXla~n~~ Seng, and.
Western were engaged in a unitary business.:.and  by formula
apportionment attribute dt a gortion of tine combined income of
the vnree corqanies  to California,

Appellant is Sengts' West Coast sales outlet, The
0pL.D-rations conducted by appellant and Sezg are admittedly
urn,itary  arki to th is  extent , appelI!_a:~t concedes the propriety
of the action taken by respondent cn the refui-,d clai.ms,
However, it contend-s thet Western should have been excluded
from the unitary group because (1) Western was engaged in a
separate and distinct type of business, and (2) West,ern”s
‘contribution to the unitary business was insignificant,

For the years under review, approximately 61 percent
of WesternIs income was derived from the sale of high. cruality,
precision metal was’hers t?nich it manufacturedr’ An additional
17 percent of its income was derived from varied job-shop -.
work orders, and the balance of 22 percent of its income was
derived from the sale of casters4 $n .average of- 10 percent of
Western’s caster production was so!,d to Seng for use in its
f-urni..ture  products, These sales were the source of a>proti_mately
2 percent of Western’s income, but constituted less than 1 percen
o f  Sengls mual  purchasese

Since the year 1955, Seng and Western have.  had
.interlocking,directors and officers. A succession of local
managers have been assigned responsibility for Western’s
operations. The local manager occasionally consulted with the
Chicago-based personnel of Seng by telep’hone  on pricing and

.sales policies. Executives and officers from Cnicago visited
Western on an average of twice yearly,

After Seng acquired control. of Western, but before
the years here in question, an atteqt was made to e’stablish

Vgsterrt  as a West Coast manufacturing plant for ‘S~XI~ 1.s products.
This attem-St was unsuccessful, and production was disconti:nued

‘after. a few mont’hs.. No joint sales promotion or marketing of
the products of the two companies was undertaken.

in the
Seng provided Western substantial financial su2~o*rt

form of loz-i?s and eqense payhlents, It required ‘that
\‘esterLlX s osersting receipts be placad in a -special account and
that wiYndr&als be made only with the consent of Sengrs
treasurer. _

*’

. .
Seng purchased some insurance on behalf of Western,

provided sumcrilary  accounting services from its Chicago office,
and performed other services for whic’h it charged I?estsrn a
management fee which varied in amount from $I_00 to $500 per
montn e . .

,
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j!~peal of The Sen.E: Com~ang of California

0

0

Ides-tern leased to
common business location in
s’hared the cost of building
performed a small amount of
housing and inventory handling of appellant1  s products, Western
also furnished appellant accounting, clerical, and other
supporting services for a mont’nly fee which varied in amount
from $100 to .$@o. Additionally, Western regularly paid for
supplies, stationery, local taxes, utilities, and other expenses
incurred by appellant and received reimbursement for these items
directly from Seng.

awellant  buskess s p a c e  a t  a
CT.l_ifoi-nia, and the two camp anie s
maintenance. y;{esternl  s personnel
routine assembly work plus ware-__ .

W’nere co~.~monly owned multistate business operati0n.s
are carried on, separate accounting may be used to determine
income attributable to California sources only if the business
carried on within  this state is truly separate and distinct S O
that the segregation of income anay  be made. clearly and a.ccusately
(3ztle.? B r o s  v. McColgan,
3;5--v.S.501[ 86 L, Ed,

17 C a l ,  2 d  664 [ill P.2d 33blj, aff*d,
991-J.)  If the business operation within

t’nis state is dependent upon or contributes to -that carried on
Vi tll0U$ the state,.then there exists but a single unitary
business and allocation of the entire business income to sources
within and wit’nout the state by me’ans of formula apportionment
is required, iEi.son Cal i fornia Stores ,  Inc, v. McCole;an, 33
Cal  2d  k72 [1&i ? 2d &I-

_I_-__^

Boa;-d,  60, Cal,
$0 Honolulu Oil Cor-oA v, Franchise Ta.x

2d 417 [$‘Cc%ptr. 552, 386 P.2dwT)

Even if a complete centralization of business functions
does not exist, a business .is unitary if the integration is such
tnat it results in earnings to the group materially greater than
they would have been if eac’n segment were operated without t’ne
co-nnection with the other parts. (b-weal of~~&Call  Car-o  I_,
Cal, St, Bd, of Equal., June 18, 195F, _4ppeals of  Beatrice
F o o d  Co,? a:?d E4aadoT&oid Dairies of Cali?‘ornia

--___I
-_-
Bd, or” Equaly%G~,

_Ip....__P !
;ym)--

Inc,, Cal. S t .

Applying the foregoing
Vestern was not a truly separate
in t’he unitary group was proper.

AppellantP  s sales were the ultimate so:-Zce of income
from t’re goods manufactured by Seng o In order to carry out

its  function appel lant , a sales company with few employees,
reoaired business facilities and supporting servicesc Western
s&plied these business facilities and services and in so doing
fydcctioned v-i -q+-.~ _rl .,,lly as -a department of appel,?_ant, TM.s made
duplication of 2acilities and services  in Cali fornia unnecessary
and effected a cost savin.s, In this maxler, 'Ir!estern  contributed
to the production of unit,ary income.

tests 9 we conclude that
business and that its inclusion
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Aq9ea.l of The Sew Com~aw of ‘California

‘Whi1.e the significance of some of the items
contributed by Western could be regarded as minimal t&ez
co:sldered individually, we cannot agree that they were coll’ec-
tivel,y  insigXi.ficant, The fuxtetions perfoeaed by Western for
appellant weye requiped fog the pr’oduction of mitary income
and Western’s sales of casters to Seng were additional
contributions i) On the evidence before -us the intercoqany
charges between these co~z~only  olmed corporations do not provide
a reliable measure of actual value,

Western’s operations were, in turn, dependent upon
, $L311ge To the extent it was feasible, Western’s business

funct ions were grouDed with those of Seng so as to realike the
economic benefits which accrue to the operation of a larger
business unit o This is indicated by interco;qazy  sales and
Purchases .of merchandise TIJ’nerever I?ossible,  joint purchases of
insurance and the accounting services, financial support,
COiIlSUl~EL~+ion and other niscellaneous  services provided by Seng.
This interchange of goods and support contributed to the so1venc.y
.of Western, assisted in Western’s continuing supp.ort- of appella~~t
and re_sulted in additional cost .savings to the group,

It .is also fairly infersable that Western benefited.
frolr .overall managerial supervision and control raaintained  by

Seng through the interlocking directors and officers, This
control is apparent from the frequent changes initiated in
Nestem s local Ii;a_nagement, the consultation provided on pr_j_ckg
and sales policies and t’ne direct control exercised by Seng eve-r
Western’s receipts and disbursements,

We have thus found that there was mutual d-epend.ency  ~
azd contribution between t’ne operations of 1Jestern  and Seng

and a-2-o ellant  e_- In our opinion the total savings wM.ch resulted
from this relationship were substantial o The interdependence
existed wit’nin_ tine fraztework of a general system of operations
which called for Seng to manufacture goods aEd provide financi.:flg
amI manege3ent for the group j for appellant to nake sales; a:&
for Vestem to provide’necessary supporting  serviceso in this
fashion the three corn~only  owned coqorations  functioned as a

u?qit, Since Vestern*s activity was an integral part of this
incone producing wtit  T the valtue of its contribution may not be
measured by a se-Da-rate accounting c’harge, (Zdi son CNifornS  a
S t o r e s ,  3.c c v,kc

=I.-._-2-w

John 3e e-pe Flow Co
sup r a-, 3 0  C a l ,  2dTT2 [lg3 P,2d 162;

achise  Tax Board., 38 Cal, 2d 214
[~8?~f$“-f%9j,  a p p e a l  .dismissed,-jT3  U,S, 9 3 9  [  9 6  L, Zd, 13k53  c

The  A-o-oeel  of A! lipd Pro-per-ties  9 Cal, St, Bd, of 3~~~1,
May 17, 196&, ~~~~~~~~~~~~~~~~~~~~- Inc-,_..... ___ o) Cal. S t , Bd o of Fk~ual 0 ,
act; 27, 196’i-, relied on by appellant, are hi sting&_ shable fro::1
“c’nis appeal, . In those appeals we found that the centralization
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of certain limit~ed~functions  of varied and distinct t-rpes of
business, such as 2 hotel. and a raz?ch, resulted in little cost
savings a~d did not detract from the accura.,cy of separate
accowting. Here, all of the corporations were integrally
linked together in performirig various aspects of manufactzing

and selling. Their conbined operations p-loduced savings and
income which cannot be reflected adequately by separate
accounting.

ORDER ’. -I---

Pursumt~ to the views expressed.  in the bpinion of t'ne
board on file in this proceeding, az~d good cause appearing

t h e r e f o r ,
-IT -jS HERmY ORDERED, ADJUDGXD j$D DBCPsm, pursuat

to. section 26077 of the Revenue and Taxation Code? that the
action of the Franchise Tax Board in den-Ying the claim of
The Seng Co~ptiy of California for refmds of franchise taxes
in the mounts of $71$~89, $5,Q5090, $5,578.26, and $s,576011;-
for the income years ended June 30', 1959, Jufie 30, 1960,
June 30, 1961, and June 30, 1962, respectively, be and sarAe is
hereby sustained,

Dorae at Sacramento
of March ) 1967, by the

California, thLs 7th day
itate Board of Equalization,
i \ n r-

ATT’S%  : , Secretary
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